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OGC HAS REVIEWED. 16 ¥areh 1954

MMORANTIN FOR:  Assistent Compiyoller

SURIECT : Reporting Tax Aspects of Repaymeut of Excess of
Salary Recvived in Prior Yeax

of Genersl Comsel, dated 5 January 195%, subjeet:
Liguidation of Overpuyment of Terminel Tesve; sttt
Apent

25X1A

1. mmm&thtmsﬁf!wmmmﬁwﬁy
ander extisting Tedersl income tax lave and regulations for u onsh besis
taxpuyer to report on his return net sslery in any year in which be hes
mﬁﬁmﬁwﬂ»&wmmmtcummmmam
year. The reference went on o stete "Inasmuch as the effect of the
procedure, which you indicate is presently followed, may be to afford
an ummrranted tax benmelit $o certain employees wder oclrcumstances
that sre mot dirvectly related to the peculiar functioms of this Agency,
ve 4o not belleve that it can be given blanket lepal sanctlon except
where recognition is obtained from the Intersal Reverwe Service of
particular eircumstances unique to ClA whteh Justify nop-applieation
of the striot claim of right test.” We indicated thmt wo had dlscussed
the meture of the provlem in general terms with cieared sfticinle of IRE
and that these officials asgured us thet they wnderstood the nature of
the J1ffonlty and vould advise us whather they felt that certain of
our situnsions Tell within ithe clatism of right ruise.

2. Tn & meeting on 11 Mareh 1954, IRS represontatives informed
ug of the sonclusione which they bad resched after consideration of this
proviem, These conclusions evidence that they fully sypreciate the
Inherent 1ffieuities in maintaining sccurste payroll accounts under owr
complicated cover arrangesents.

3, We were told that the IRS agreed, whave GrerpRynEnte vere mede
by the Agency by reason of the wwwailsdility or insccuracy of informe-
tion received regarding amounis paid the individuel by hic cover eoployer,
they were rot mede or received under “claim of right.” In these situn-~
tioms which cbvicusly are paculisr to CTA, IRS imdicated that the taxpayer
ghould report ss taxable income that amount vhich properly shoull have
een paid him during the yesy In guestiom. This would chviate the need
in subgoquent years wien an o nt was discoversd and repald of
ad justing e prior year's return or claiming & defuction in the yeur in
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which repuid. Ve congifier thet this relmmbtion of the sirict clsin
of right rule mast be limited to cases which are wnigue to CIA

and ghould not be allowed in situntions which are simply the result
of curelagences or adninistrative owrslsht.
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